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Fraudulent Financial Reporting is an international issue. In 2001,the energy
magnate Enron went from massive to bankrupt, and that the most notorious
accounting scandal was brought to the front page. Hardly has one wave subsided
when another rises. In 2002,a wave of astounding accounting scandals broke out.
In a relatively immature capital market of China, there have been many cases of
financial fraud. With the inevitable result of financial fraud is the harm to investors
creditors and other related stakeholders, thus impeding the development of
capital markets. From the perspective of external audit, financial fraud tries to
analyze the form of the theory of motivation and to establish an effective system
of identification of financial fraud. This paper also proposes policy
recommendations based on internal and external constructions as well as the
precaution of Fraudulent Financial Reporting.
Firstly, the existing theory of sorting a list of various interpretations of the causes
of the financial fraud in this comparison of these theories on the basis of the
similarities and differences, and explore these theories and financial fraud
possible link between the manifestation of in order to establish identification to
prevent financial fraud theoretical framework. For specific forms of financial fraud,
the paper combines with practices from many complex aspects of malpractice,
with refining and summarizing.
Given the analyzing the formation theory together with the pattern of
manifestation upon Fraudulent Financial Reporting. The existing research results
home and abroad this paper presents a comprehensive framework for identifying
financial fraud. The fundamentals of the framework of the formation of the first
forecast the company's financial analysis of enterprises, on the basis of the
analysis is expected to find all the possible early warning signals of financial













former corresponding theory, this analytical framework is not limited to use of the
financial accounting information, but utilize the company's own management
information, as well as the geographical location of the company, industry related
information. We hope that through the introduction of this analytical framework to
identify the financial fraud more effectively.
This article concludes with a specific measures and recommendations against
financial fraud. To China's reality is concerned, first of all need to improve
corporate governance policy-making level to persist in advancing reform of
property rights, through Market-Based Instruments and Government Intervention,
changes that remain inefficient property rights structure. Drawing on the
recommendations of COSO, combined with our State practice, establish a sound
internal governance functions. Secondly, we appeal to foster fair and effective
external audit market, on the other hand proposed improving the existing
Securities Issuance system. Finally, the paper also proposes some concrete
measures upon the establishment of an ethical culture and improves the external
monitoring.
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